Example: Fuel oil is presently $1 per gallon. The fuel oil distributor also offers an option contract to purchase the fuel oil a year from the present at the price of $1.10 per gallon , at a cost of $0.05 per option for 1 gallon.
A company believes it will need 1 million gallons of fuel oil in a year, but cannot afford to purchase the fuel at the present time, due to cash flow constraints, for example. It might buy a million options, for a total of $50,000, to hedge against a possible drastic upward turn in the price of fuel oil.
In essence, the option provides a kind of insurance against unexpected drastic fluctuations in the underlying price.
If the price had in fact doubled, then the company would have saved itself $950,000. If the price went down, on the other hand, the company would just choose not to exercise its option, losing $50,000. A futures contract, in contrast, would have committed the company to purchase the fuel at the $1.10 price.
Presently, options attracts three types of traders: hedgers -those just described, speculators, and arbitragers.
It is the second type which has caused the furor reported in the media. Options give such investors the ability to leverage money, as in the following simple example.
Example:
The price of stock ABC is presently $50 per share. In addition, there is a corresponding call option available at the strike price of $50 and expiration date three months away, at a cost of $1 per option.
If the stock goes to $60 in three months, then the holder of the stock would earn $10 per $50 invested or a 20% profit (ignoring transaction costs), whereas the exerciser of the option would earn $9 per $1 invested or a 900% profit! 
